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After adopted the open door policy in 1978, China experienced a boom of inward FDI by 
multinational corporations. During this period of reform and opening–up, in particular, the 
inflows of overseas investment greatly help ease its serious fund shortage. From an almost 
isolated economy, however, China turned to be the largest recipient of FDI in the developing 
world. Currently, China became the 3rd in the world’s leading economic growth next to Japan 
and the US respectively. Since its entry into the WTO in 2001, China has gradually integrated 
itself into international practices in terms of foreign–related economic regulations and rules. 
However, with the expansion of foreign investment, problems have been gradually emerged 
in its utilization. For instance, some multinationals fail to fulfil Chinese’s expectations in 
technology transfer resulting in such problems as environmental pollution, plundering of 
resources and social contradictions etc. My research is, therefore, mainly focusing on how 
Chinese Environment Law regulates FDI in China. 
This paper consists of Four Chapters: In its first Chapter, the paper addresses the Background 
of FDI in China; it discusses a number of factors that attract FDI to China. Chapter Two 
emphasizes the Background and Frame work of Chinese Environmental Law on FDI; it discusses 
a number of developments in the utilization of law and litigation for Environmental Protection in 
China. Chapter Three examines the Application of Chinese Environmental Law on FDI; it 
examines more closely the legal framework that allows for Environmental Litigation in China, 
with a focus on the most prevalent form of Chinese Environmental Litigation-Pollution 
compensation law suits. This Chapter also highlights the key issues related to this type of 
litigation from the perspective of major environmental class action lawsuit from Fujian Province. 
Finally, Chapter Four Concludes the Themes of the dissertation and the Author’s Suggestions. 
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Introduction 
   In a rural village, set on the edges of a narrow mountain valley, a group of 
farmers go to court seeking relief from industrial pollution that has 
threatened their health and destroyed the crops that are the basis of their 
livelihoods. The defendants are two local factories that use a primitive 
industrial process to reduce copper ore. The process generates massive 
amounts of smoke and stench that decimate much of the surrounding forests 
and crops and cause local residents chronic headaches and coughing. The 
farmers ask for compensation and a court order halting the pollution. The 
court refuses to order a stop to the polluting activities because such an order 
would "blot out two great mining and manufacturing enterprises, destroy 
half of the taxable values of the country . . . and deprive thousands of 
working people of their homes and livelihood."  
   This particular case is the 1904 United States case of Madison v. Ducktown 
Sulphur, Copper & Iron Co., which arose out of an environmental dispute in 
southeastern Tennessee. This story is all too familiar in China, reflecting the 
persistent distance between environmental degradation and a legal system 
struggling to keep pace with a rapidly growing economy. As in China today, 
the industrial revolution in the United States brought with it increasing harm 
to the public from pollution and greater environmental conflict. In the 
United States, state and federal governments muddled through decades of 
inadequate environmental regulation and often unsatisfactory court decisions. 
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robust environmental laws and opened robust environmental laws and 
opened the door to a generation of environmental advocates who would use 
law and the courts to improve the environment.  
   There is some comfort in knowing that developed countries like the United 
States, Japan, and England were able to reverse decades of environmental 
degradation. The difficulty is that China's environmental problems are 
arguably moving faster and on a larger scale than anything the world has 
ever seen before.  
   How can China remedy its environmental problems that emerged due to 
FDI given the pace and scale of change? In recent years, China has 
recognized the key role that the legal system must play in addressing ever-
worsening environmental problems. For example, the State Council, China's 
highest executive body, has specifically called for the "perfection of the 
legal assistance system for pollution victims, and research and establishment 
of an environmental civil and administrative public interest litigation 
system." A robust debate has emerged in Chinese government, academic and 
civil society circles regarding the exact form that such a public interest 
litigation system might take.  
   This debate raises questions from the mechanical (e.g., how many days of 
notice should the government receive before the commencement of a suit?) 
to the existential (e.g., what is the "public interest?"). More generally, China 
is moving forward on a broad range of legal approaches to environmental 
protection, including expansion and standardization of environmental impact  
assessment procedures, encouragement of information disclosure-based 
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Chapter One 
The Background of FDI in China 
   FDI reflects the objective of obtaining a lasting interest by a resident entity 
in one economy (‘‘direct investor’’) in an entity resident in an economy 
other than that of the investor (‘‘direct investment enterprise’’). The lasting 
interest implies the existence of a long–term relationship between the direct 
investor and the enterprise and a significant degree of influence on the 
management of the enterprise. Direct investment involves both the initial 
transaction between the two entities and all subsequent capital transactions 
between them and among affiliated enterprises, both incorporated and 
unincorporated.1 
   With a view of expanding economic cooperation and technological 
exchange with foreign countries and promoting the development of China’s 
national economy, the People’s Republic of China permits foreign 
enterprises, other foreign economic organizations and individuals 
(hereinafter collectively referred to as “foreign investors”) to set up 
enterprises with foreign capital in China.2 The P.R.C does not only permit 
but also protects the lawful rights and interests of such enterprises.3      
   Formally, China opened its door to FDI with the passage of the “Law of 
the People’s Republic of China on Joint Ventures using Chinese and Foreign 





2Art.1 of the People’s Republic of China Law on Chinese-Foreign Contractual Joint Ventures, 
adopted on April 13, 1988 and amended on 31st Oct. 2000 
3Art.2 of the People’s Republic of China Law on Chinese-Foreign Contractual Joint Ventures, 
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Shantou, and Xiamen) were founded by the central government under Deng 
Xiaoping in the early 1980s, offering preferential treatment to joint 
ventures.4  In subsequent years, steps were taken to further improve foreign 
investment climate. These included the extending preferential treatment to 
foreign investment in 14 coastal cities and Hainan Island, the establishment 
of a limited foreign currency market, and the eventual acceptance of wholly 
foreign–owned enterprises in China. This last development came in 
accordance with the “Law of the People’s Republic of China on Enterprises 
Operated Exclusively with Foreign–Capital” in 1986.5  
   The flow of foreign investment into China was slow at the beginning of 
reform due to difficulties in accessing the Chinese market, the non- 
convertibility of the Chinese currency, and the lack of precedence combined 
to deter foreigners from investing in China. Uncertain property rights were 
coupled for fear of policy reversal on the part of the Chinese government.   
   Despite the above difficulties, China became the largest recipient of FDI in 
the world; in 2004, she surpassed the USA as host destination. It has 
consequently attracted an increasing attention from multinational businesses. 
Since China adopted the reform and opening–up policy in the late 1970s, 
foreign investment has played an increasingly important role in its economic 
growth.6 According to the World Investment Report for 2004 by the United 
Nations Conference on Trade and Development, China absorbed a total of 
$53.5 billion worth of FDI in 2003.7 China's top economic planning agency, 
reported that foreign investment in 2004 rose to $60 billion, a 13 per cent - 
_________________________________________________ 
4http://en.wikipedia.org/wiki/Special_Economic_Zone. 
5Art.3 of the People’s Republic of China Law on Foreign-Capital Enterprises, 1986 
6Wei, Shang Jin. 1995. "The Open Door Policy and the China's Rapid Growth  
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